
increases are reductions in expenses due to renegotiation of

interconnection agreements with ILEes. Operating expenses

increased to $283.4 million for 1997 from $172.4 million on a

pro forma basis for 1996, an increase of $111.0 million, or

64%. Operating expenses were approximately 57% and 59%

of revenue for the years ended December 31, 1997 and 1996,

respectively, and 61% of revenue for the year ended

December 31, 1996 on a pro forma basis.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased

to $166.0 million for 1997 from $85.0 million for 1996, an

increase of $81.0 million, or 95%. Pursuant to the Tce

Reorganization, TCe consolidated the financial statements

of the Local Market Partnerships, the selling, general and

administrative expenses of which accounted for 23% of the

total selling, general and administrative expenses for the

year ended December 31. 1997. The remaining increase IS a

result of the continued expansion of network infrastructure

to support continued expansion of the Company's net

works, including costs associated with servicing the

Increased number of dedicated. SWitched. data and

Internet services customers. These costs include expenses

related to compensation. including commissions. occu

pancy. profeSSional fees and various marketing and

promotional expenses. Seiling. general and administrative

expenses Increased to $166.0 million for 1997 from

$98.1. million. on a pro forma basis. for 1996. an Increase of

$676 million. or 69% Selling. genera] and administrative

expenses were approXimately 31.% and 32~ of revenue ror

the years ended December 31. 1997 ana 1996. respective Iv

and 35% of revenue for the year ended December 31. 199b

or: a pro forma baSIS.

ESITDA

Tce recorded a one-time, non-recumng charge of

$22 millIOn for certain acquired In-process research and

development costs related to the acquIsition of CERFne'

tElEPORT COMMUNICATIONS GRour

For comparison purposes, Recurring EBITDA for 1997 is

defined as EBITDA excluding the one-time charge for

acqUired in-process research and development costs.

Recurring EBITDA increased to $44.9 million for 1997 from

EBITDA of $25.1 million for 1996, an increase of $19.8 million.

The increase in Recurring EBITDA is primarily attributable to

increases in dedicated and switched revenues. Recurring

EBITDA increased to $44.9 million for 1997 from EBITDA of

$12.6 million on a pro forma basis for '996, an increase

of $32·3 million. Comparing 1997 to 1996 on a pro forma

basis, Tce has reduced its operating and administrative

expenses, as a percentage of revenues, primarily by

obtaining lower unit access costs through negotiation Of,

and participation in, regulatory proceedings relating to

various interconnection and reciprocal agreements with

ILEes across the country, and by obtaining greater efficien

cies through automation.

Depreciation and Amortization Expense

Depreciation and amortization expense increased to

$155.4 million for 1997 from $78.4 million for 1996, an

Increase of $77·0 million, or 98% ThiS increase is primarily

attributable to increased depreciation associated with the

expansion of the local telecommunications networks

throughout the country and Increased amortization of

goodwill, FCC licenses and other Intangibles related

to various 1997 and 1996 acqUisitions. DepreCiatIOn and

amortization expense increased to $/55.4 millIOn for 1997

from $96.3 million on a pro forma baSIS for '996, an

Increase of $591 million. or 61%.

Interest Income

Interest Income increased to $31.1 million for 1997 from

$302 million for '996, an increase of $0.9 million This

Increase IS attributable to an Increase in the average out

standing balance of cash and cash eqUivalents and

marketable securities that resulted from the proceeds

of the 1996 Offerings and the 1997 Equity Offering.



Year Ended December 31, 1997 Compared to

Year Ended December 31, 1996

Revenues

Total revenues increased to $494.3 million for 1997 from

$267.7 million for '996, representing an increase of

$226,6 million, or 85%. Pursuant to the TeG Reorganization,

TeG consolidated the financial statements of the Local

Market Partnerships, which accounted for 17% of total

revenue for the year ended December 31,1997. Telecommu

nications services revenue increased to $494.3 million for

1997 from $244.9 million for 1996, an increase of $249.4

million, or 102%. Revenues increased in every category,

most significantly in switched services. These increases

reflect increased sales of services in existing and new mar

kets and the growth of TCG's customer base. Had

telecommunications services revenue generated by uncon

solidated Local Market Partnerships been included in the

consolidated financial statements of the Company for all of

1996, total revenues would have increased to $494.3 million

for 1997 from $283.4 million for '996, on a pro forma basis.

an Il1crease of S210.9 millIOn, or 74%. This growth 111 rev

enues IS a direct result of increased market penetration of

all telecommunicatIOns services offered 111 existll1g markets

and the addition of new markets Total revenues for the

'lear ended December 31,1997, Il1clude $481 million attTlb

vable to (I) ETe and CERFnet. which were acquired by Tee

during the flTSt quarter of '997, and (i,) SlzTel. which was

aCQuired by Tee 111 the last quarter oj 1997 Tee conSOli'

oated the jlnanclal statements of ETC. eERFnet and BlzTel

'rom the oates of acquIsition.

Annualized monthly recuTTIng revenue Il1creased to

approximately $619.9 million for December 1997 from $329 J

million on a pro jorma baSIS for December 1996. an Increase

of $290 9 million, or 88%. Monthly recurTing revenue

represents monthly service charges billable to telecommur'

cations services customers for the month Il1dlcated,

excluding non-recurring revenues for certain one-time ser

vices, such as installation fees or equipment charges.

Switched services revenue increased to $215.2 million for

1997 from $113,0 million on a pro forma basis for 1996, an

Increase of $,02.2 million, or 90%. The increase is due

primarily to: increases in switched, local and toll services

revenue; long distance carrier access usage volumes; and

sales of additional enhanced switched services products

to customers in existing and new markets. Dedicated

services revenue increased to $252.4 million for 1997 from

$161.7 million for '996, on a pro forma basis, an increase of

$90.7 million, or 56%. TeG's data and Internet revenues

Increased to $22.1 million for 1997 from $1.5 million on a pro

forma basis for '996, an increase of $20.6 million.

Management fees were directly related to operating and

administrative support services provided by TCG to the

Local Market Partnerships. Royalty fees were charged to the

Local Market Partnerships based on revenue. As a result of

the TeG Reorganization, management and royalty fees from

the Local Market Partnerships were no longer reflected

as revenue beginning July I, '996, due to the consolidation

of the Local Market Partnerships.

Operating Expenses

Operatll1g expenses increased to $283.4 million for /997

'rom $1576 million for '996, an increase of $125.8 million. or

80%. Pursuant to the TeG Reorganization, TeG consolidated

:he jll1ancial statements of the Local Market Partnerships,

:he operatll1g expenses of which accounted for 17% of the

total operatll1g expenses for the year ended December 31,

'997 The remaintng tncreases aTe pTimarily attributable to

costs associated with the expansion of networks throughout

the country, tncluding compensation costs for technical

personnel, access, bad debt, rent and matntenance

expenses. The increase in operating expenses IS also attrib

utable to the access and maintenance expenses associated

With the growth of switched services tn eXisting markets and

the expansion into new markets. Offsetting these expense
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Results ofoperations .
The following table presents historical financial information for 1997 and 1996 and unaudited pro forma financial data for 1996.

as if the TCC Reorganization had occurred at the beginning of the year. Pro forma adjustments include the reversal of TCC's

equity in losses of 13 Local Market Partnerships for 1996. as well as amortization of the goodwill which was recorded upon closing

of the transactions and the reduction of interest expense from the conversion to equity of subordinated debt owed by TCC to the

Cable Stockholders. Such information is presented for a more meaningful comparison between 1997 and 1996. The unaudited

pro forma financial data does not purport to represent what TCC's results of operations or financial condition would actually

have been if the transactions that give the rise to the pro forma adjustments had occurred on the date assumed.

Pro Forma for the
TeG Reorganization"

Year Ended
December 3i,

i9961996

Years Ended
December 3i,

1997

$ 10910.3010 $244,864 $ 283.383
22,805

-----_.. --------

494.304 267.669 283.383
---- --_._--------------~---- _._- ._--_._--

283.4100 i57,59 ' 172.374

'65.977 85,025 98,436
22.000

'55.402 78,4 16 96,260

('32.515) (53,363) (83.687)

31.111 30.219 29,163
(116.172) (13. 633) (66,946)

(85. 061 ) (43.4 1 4) (37,783)

3.5 20 4,7 13
(3.1027) ('9.400 ) (7,650)

(221.003) (,,2.657 ) ('24,407 )
(,,664) (2.193) (2,193)

$(222.667 ) $(114.850) $('26.600)

(1.34) , \ (086 )ll.OO,

165,728.059 "4.443. 695 146.423.705

Loss belore Income taxes
Income tax prOVISion

(Dollars in Thousands. Except Share Amounts)

Ne: ,nterest expense

operating expenses
Seiling, general and administrative expenses'
In-process research and development costs
Depreciation and amortization

Operating loss

Interest
Interest Income
Interest expense

Statements of Operations Data:
Revenues:
Telecommunications service
Management and royalty fees from Local Market Partnerships

Total Revenues

Net loss

Minority Interest·

Equty :n losses of unconsolidated affiliates

'welghleo average number of shares

Under the terms of vanous management services arrangements af'18rO Tee and Its unconsolidated Local Market Partnerships and certain

Olner alf'llates. TCe prOVided operating ana aommlstrat,ve s~pcc" ',ervlces :0 such entities. for which It earned management fees Upon

corsu~matlon oj the TCe Reorganization. these tees were ['2 IO~Qe' 'e'lected as revenues.

Ircluoed 'n seiling. general, and administrative expuses are excw',ses incurred for services proVided to the Local Market Partnerships.

'n the amount of $21.4 million. for the year 1996

Ie December 1997. Tce evaluated tne acqulTed assets aro l,ab,I,I', Dj ~ERfnet. and as a result of the evaluation. Tce expensed aCQUired

In-process research and development costs

. M,'-'OfltV Interest reflects TCI and Contlne,-,tai afjl,ates Inte-e':s " T~C. S: LOUIS for 1996. In '996, after giVing effect to the TCe

Reorganization and tre 1996 Offerrng. the mlnontv Interest re'lee's V'Jcorr Telecom. Inc.·s equity Interests of 22.2y" and 229y" In Tce Seattle

a'ld Tce San FranCISco, respectively. and InterMed,a Partners' eauI'v '~teres: of 42% In Tce San FranCISco.

In 1997 TCe no lange: recorded n'lnorrty l'lte'est jor the Local ,'/,dTke' Partnerships due to the completion of the Tce Reorganization.

Pro forma finanCial ,njormatlon for the Yea' ended DeCeT'1De' i 1996 '5 as If the Tce Reorganization had occurred at the beginning of the

year Pro jorma adjustments Include the reversal of Tces eauty In the losses of 13 Local Market Partnerships, as well as amortization of the

goodwill wnlch was recoroed upon clOSing of the transactions and the reduction of Interest expense trom the conversion to equity of subordi

nated debt owned bY TCe to the Cable Stockholders Such Information IS presenteQ for a more meaningful comparrson between 1997 and 1996



consolidated subsidiaries, "reI"), Cox Communications, Inc.

(together with its consolidated subsidiaries, "Cox"), Comcast

Corporation (together with its consolidated subsidiaries,

"Comcast") and, for periods prior to November 13, 1997,

MediaOne of Delaware, Inc., formerly Continental

Cablevision, Inc. (together with its consolidated subsidiaries,

"Continental") (collectively, the "Cable Stockholders"). In

June '996, TCG and the Cable Stockholders completed the

consolidation of the ownership of TCG Partners (a New York

general partnership which was initially owned by the Cable

Stockholders in the same percentages as TCG) and of 14 local

market partnerships (the ''Local Market Partnerships") as

wholly-owned subsidiaries of TCG (the "TCG Reorganization").

The business was operated through TCG and, beginning

in '992, TeG Partners, which is a New York general partner

ship owned prior to the TCG Reorganization by the Cable

Stockholders in the same percentages as TCG. TCG Partners

was formed to invest, with TCG, the Cable Stockholders and

other cable operators, in 14 Local Market Partnerships to

develop and operate local telecommunications networks.

The Local Market Partnerships were owned by TCG, and/or

TCG Partners, certain of the Cable Stockholders which had

cable operations in the particular markets addressed by the

Local Market Partnerships and, in some cases, other cable

operators In such markets. To simplify thiS complex owner

ship structure. the Company and the Cable Stockholders

completed the TCG Reorganization whereby, TCG agreed to

consollaate the ownership of TCG Partners and of the Local

Market Partnerships as wholly-owned subsidiaries of TCG. As

part oj thiS process, certain of the other cable operators

agreea to sell their Interests in the Local Market Partnerships

'::> TCG directly or through a Cable Stockholder The financla!

statements jor one oj the Local Market Partnerships were pre

Viously consolidated With those oj TCG Therejore. as a result oj

tne TCG Reorganization. TCG consolidated the finanCial state

ments oj the remaining 13 oj the 14 Local Market Partnerships.

11'1 response to customer demand, the Company plans to

Ir;crease the geographiC reach and density of ItS eXisting

networks by deplOYing additional fiber OptiC rrngs and con

nectmg additional customers to its networks The costs

assOCiated With the initial installation and expansion oj each

network. mCludmg development. installation, certain

organizational costs and early operating expenses. are slg

nljlcant and result In negative cash flow for that market until

an adequate customer base and revenue stream have been

established. In addition to capital expenditures, TCG beginS

to incur direct operating costs upon commencement of the

installation phase of a network for such items as salaries and

office rent. The exact amounts and timing of these expenditures

and costs are subject to a variety of factors which may vary

greatly by geographic market. As network installation pro

gresses, TCG incurs rights-of-way costs, increased sales and

marketing expenses (including sales commissions) and, in

certain markets, franchise fees and taxes paid to local gov

ernments based on revenue. Although TCG's revenues have

increased substantially, TCG's expenses associated with the

expansion and development of its local telecommunications

networks have exceeded such revenues. TCG expects its net

losses to grow as it continues to expand its networks.

However, generally, after the network infrastructure is estab

lished, TCG can add customers and increase revenues with

less additional expense. After a customer is added and the

volume of such customer's communications traffic handled

by TCG grows, incremental revenues can be added with mini

mal additional expense, providing significant contributions

to EBITDA (earnings (loss) before interest, income taxes,

depreciation, amortization, minority interest and equity in

losses of unconsolidated affiliates). For 1997, "Recurring

EBITDA" is defined as EBITDA excluding a one-time non

recurring charge for acquired in-process research and

development costs. See "Year Ended December 31, 1997

Compared to Year Ended December 31,1996 - EBITDA"

As oj December 31,1997, TCG's consolidated financial state

ments reflect the results of TCG's wholly-owned subsldiaTies.

The consolidated statements of operations and cash flows

Include equity in the losses of BizTel for ten months and of ETC

tor two months. Effective as of June i, 1997. Tce entered mto a

Technical Services Agreement with KCFN whereby TCG agreed

to provlae certalT1 management services to KCFN. TCC has

recorded the results of operations from that date

For the year ended December 31,1997, TCC's capital expendi

tures. Its acquisitions and working capital were funded by the

;997 EqUity 0ffeTlng, which raised approximately $328.7 million

ot aggregate gross proceeds and the 1996 Offerings, which

raised approximately $1. 3 billion of aggregate gross proceeds.

The development of TCG's buslT1ess, the constructIOn

and expansion of its telecommunications networks and its

operatlT1g expenses require Significant expenditures. often

resulting in negative cash flow. Although TCG generated

POSitive Recurrrng EBITDA for 1997, several of its subsidiaries

did not and wi/I not generate positive EBITDA until such

time as adequate customer bases aTe established.



AND ANALYSIS OF

RESULTS OF OPERATIONS

MANAGEMENT'S DISCUSSION

FINANCIAL CONDITION AND

Overview

Teleport Communications Group Inc. ("TCG" or the

"company"), the first and largest competitive local

exchange carrier ("CLEe") in the United States, offers com

prehensive telecommunications services in maJor

metropolitan markets nationwide. The Company competes

with incumbent local exchange carriers ("ILECs") by pro

viding high quality, integrated telecommunications

services, primarily over fiber optic digital networks. to

meet the voice, data and video transmission needs of its

customers. TCG's customers are principally telecommuni

cations-intensive businesses. health care and educational

institutions, governmental agencies. long distance carriers

and resellers. Internet service providers, disaster recovery

service providers. wireless communicatiOns companies and

financial services companies. TCG offers these customers

technologically advanced telecommunications services. as

well as superior customer serVice, flexible pricing and ven

dor and route diversity. Dunng 1997 TCG completed the

acquisitions of Eastern TeleLogic Corporation ("ETC). now

known as TCG Delaware Valley. Inc., CERFnet Services. Inc.

("CERFnet"). now known as TCG CERFnet. Inc., and BlzTel

Communications. Inc. ("BizTel"). TCG expects to complete

the acqUisitIOns of ACC Corporation and of Kansas City Fiber

Network. LP ("KCFN") by May 1,1998 and by August I.

1998, respectively.

On November 26. 1997. TCG entered into an Agreement anc.

Plan of Merger (the "ACC Agreement") by and among TCG

TCG Merger Co. inc.. a Delaware corporation and a wholly

owned subSidiary of TCC ("MergerCo") and ACC Corp .. a

Delaware corporation ("ACC), prOViding for the merger of

MergerCo With and Into ACC (the" ACC Merger"), wlt~ ACe

becoming a wholly-owned subsidiary of TCC, A copy of the

ACC Agreement has been filed with the Security Exchange

CommiSSion as an exhibit to TCG's Registration Statement on

'orm 5- ~ (File No, 333- 45833) (the "ACC 5- 4")

On lanuary 8.1998. TCG entered Into an Agreement and

Dian of Merger (the "AT£:T Agreement ") With AnT Corp ..

a New York Corporation ("AT£T"), and TA Merger Corp .. a

Delaware corporation and a wholly-owned subSidiary of ATGT

("AT£T Merger Sub"). pursuant to which subject to satisfac

tion of the clOSing conditions speCified therein. AT£T Merger

Sub would merge With and Into TCG. with TCC surViving as a

wholly-owned subSidiary of AT£T ("the AT£T Merger") in the

AT£T Merger. each share of TCC Class A Common Stock

(including shares Issued to former ACC Stockholders In the

ACC Merger. assuming that the ACC Merger occurs pnor to

TElEPOR.T COMMUNICATIONS CROUP

the AnT Merger) and each share of the Class B Common

Stock of TCG, par value $0.01 per share (the "TCG Class B

Common Stock," and together with the TeG Class A Common

Stock, the "TCG Common Stock"), will be converted into

0.943 of a share of AnT common stock. TCG and AnT

expect that the exchange will be tax-free to TCG

Shareholders. except to the extent cash is received in lieu of

fractional shares. The AT~T Agreement contains customary

representations and warranties of the parties, which will not

survive effectiveness of the ATET Merger. In addition. the

AT~T Agreement contains certain restrictions on the conduct

of TCG's business prior to the consummation of the AnT

Merger. Pursuant to the AT£T Agreement, TCG has agreed,

for the period prior to the AT£T Merger, to operate its busi

ness in the ordinary course, refrain from taking various

corporate actions without the consent of AnT. and not

solicit or enter into negotiations or agreements relating to a

competing business combination.

For over '3 years, TeG has developed, operated and

expanded its local telecommunications networks. During

the fourth quarter of 1997, TCG added eight new markets,

which brings total Metropolitan Statistical Areas ("MSAs")

served by TCG to 65. These 65 MSAs are in metropolitan

New York/New Jersey, Los Angeles. Chicago, San Francisco,

Philadelphia. Boston, Detroit. Baltimore, Washington. D.C.,

Dallas. Houston, Miami/Ft. Lauderdale, Seattle. San Diego,

St. Louis. Pittsburgh, PhoeniX. Denver. Milwaukee.

Indianapolis, Hartford. Omaha. ProVidence, Cleveland.

Portland (Oregon), Salt Lake City. Nashville. Chattanooga;

Knoxville, Birmingham. CinCinnati, Columbus (OhiO).

Charlotte. Tampa Bay. Sacramento, Minneapolis-51. Paul.

Atlanta and Orlando, mcluding 19 of the 20 largest metro

politan areas. As of December 31, 1997. the Company's fiber

OptiC networks spanned over 9.470 route miles. contained

over 491.090 fiber miles and served approximately 13,510

bUildings

On July 2. 1996, TCG issued 27.025,000 shares of TCG Class

A Common Stock (the "Stock Offermg") which resulted in

gross proceeds of approximately $432.4 million as part of an

mltlal publiC offering, $300 million of 9'/,% SeniOr Notes due

2006 (the" 1996 Senior Notes") and $1,073 milliOn aggregate

prinCipal amount at maturity of 11/,% Senior Discount Notes

due 2007 (the "1996 Senior Discount Notes" and. together

With the 1996 Senior Notes, the "1996 Notes"). Prior to the

1996 Notes offering and the Stock Offering (collectively, the

"1996 Offerings"), TCG was owned by subsidiaries of its Class B

stockhQlders. TCI Communications. Inc. (together with its
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Speed
TeG operates in 65 major markets

9.500 miles of fiber optiC cable

227 miles more each month;

3,5 10 buildmgs... 149 buildings added

each month; 3.059 managers and

associates '1lo'e tnan 100 added

eacn month; 2.211 Syncnronous

ODltcal "Jetwork (SONET) Svstems

a,elOlng nearl)' 60 a month; 35 mult,-

m ilion dolla- digital voice SWitChes.

one Insla,led almost every montr.

OXDanctr,g ;ne reaim ot acvanced

;::"--;Dc~itlve lelecO:1munl-

catIOns. Daily.

"FIBER OPTIC SPEED IS

TERRIFIC BUT MORE IMPORTANT

THAN FIBER OPTIC SPEED IS THE

RESPONSE TIME OF THE COMPANY

THAT PROVIDES IT. NO ONE HAS MOVED

MORE SWiFTlY WITH MORE SERVICES

THAN Tce TO SERVE THE UNIVERSITYS

STUDENTS, ADMINISTRATION,

fACU~TY AND STA'F"

Sister Canlse Kolbeck,

Telecommunications Director.

Cardinal Stntch un Ivers It,

\~----



------,------



ow customers.

Gruntal [Co

Communications Manager.

Victor Hargrove.

WHATEVER IT TAKES'

I CAN COUNT ON THEM FOR

W~ATEVER MY SITUATION REQUIRES.

DO MORE THAN ENSURE THE

THEY GIVE ME CONFIDENCE THAT

OPERATIONS AND TRADING ROOMS

RELIABILITY OF OUR FLOOR

reliability of our network. the quality

managers and associates ensure the

right systems and processes. Tee's

of our services and the satisfaction of

principles: Own and control your own

Resources

the best service. By choosing the Tight

network and empower employees by

peopie. providing them with the

Tlgnt training. and Installing the

giving them the Tight tools to deliver

TeG has always relied upon two basIc

"THE PEOPLE AT TCG

.'--------------------

-.
)

;/iO'.:('



j

-----

\
II

1\
I'

,~,
I'

~l



"WORLD-CLASS

Staten Island

information Ot/Jcer,

Vice Preslcenl

PatTick Carney,

University HOspital

DEMANDINC ENVIRONMENT

HEEDED WHAT WE SAID, DElIVERED

DEDICAED TEAMS LISTENED,

service. They prize our innovative

They value our superior customer

demanding customers in the worid.

Every business customer of Tee

can choose another local telecom-

PATIENT CARE CREATES A DYNAMIC,

aware of the competition.

municatlons carrier. We are keenly

a decade spent in satisfying the most

And we welcome the challenge.

What makes us confident? More than

OUTDATED SERVICE TCG'S

TECHNOLOCV AND NO PATIENCE fOR

THEIR SUPPORT

RELAXED THEIR COMMITMENT OR

ON WHAT WE NEEDED AND NEVER

WHERE THERE'S NO ROOM FOR

OUTDATED TELECOMMUNICATIONS

'\~
----------------





CnalTman,

AVAILABLE IN COMMUNITIES AROUNC

Federal CommUnications

Reed Hundt,

Before competition in long distance

phone service. and long before

the 1996 Telecom Act. TeG believed

C2T"1Danl' today. we say "thank you."

thinking In 1983

mother to an Industry and salvation

to businesses nationwide. For the few

who believed In us then. fOT the

thousands who call us their phone

tion was possible. Unconventional

that local telephone service competl-

And please call~

again ( PI \

The vision was father to the company.

THiNK ABOUT TELECOMMUNICATIONS

THE NATION AND EXPANDED HOW Wi

EXPANDED TELEPHONE SERVICE CHOICES

POLICYMAKERS fOCUSED

MAKINC IT HAPPEN ITS VISION HAS

TELECOMMUNICATIONS. TELEPORT WAS

ON COMPETITIVE LOCAL

"WELL BEFORE
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• January 8, TCG and

AT£T agree 10 merge

In a stock-for-stock

1ransactlon that

values TCG at more

than $'2 billion at the

dose of tradmg that

day. reG to lead

AT~T's local services

unit after state and

federal regulatory

approvals retelved

• NYPSe commends

TeG for Its "high

quality of telephone

servICe" prOVIded

10 1991

Robert Bulman

Anthony Catalanotto

James Doring

Ronald Ferrazzi

KatherinE' Zimoski

1997

Communications,

Its iocal phone

company. dISplaCing

the IlEe.

Inc. a holder oj 38

GigaHertz (GHz)

• MSA.';, t~ rOu:e miles

of j,oer 9.47 ..

licenses In 213

geographiC areas

• City of San Diego

selects TCG as

Ace Corp, a p·ovlder

ot competitivE

telecommunIcation

services In the U,S ..

Canada dnd westerr

[urope, In a stock

for-stock merger
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For more thana decade, TeG has unambiguously demonstrated its ability to adapt, to compete, to lead and to

succeed. We now have an unparalleled opportunity to combine this entrepreneurial experience and adaptive organiza-

tion with AnT's world-class capabilities and premier global brand name.

As noted in the January announcement, once the merger is completed, TeG will be at the core of AnT's local

services initiatives to give businesses nationwide a real choice of local telephone service providers. The larger vision.

however, IS to develop direct access to every customer in this country With only minimal reliance upon our competitors,

the Incumbent Local Exchange Carriers (iLECs).

NUMBER Of
BUILDINGS

IS.OOO

ID,OOO

But achieving that goal is years away

In the meantime. however, we will do as we have always done: "Trust in Us." TCG has invested nearly two billion

dollars in its own facilities-based "wired" local fiber optic networks and IS aggressively deploying its 3B GHz

5.000

broadband "wireless" capacity.

In 1997. we announced plans to acquire key companies like Rochester. New York-based ACC Corp., a prOVider of

competitive local and long distance telephone services in the United States. Canada. the United Kingdom and Germany.

as well as Kansas City Fiber Network. a competitive local company serving the Kansas City metro area. Once. these acquisi-

tlons are concluded, TCG will operate in 83 major U. S. markets. including 29 of the nation's top 30 markets. and in major

markets in three foreign countnes.

The enormous goal that we have set for ourselves In expanding local telephone service competition will reqUire a

vigorous and sustained commitment to growth: expand eXisting networks and build new ones, enlarge our base of

wateg1c allies. and adapT new and eXisting technologies to reach more conSU'11ers ThiS goal will not be achieved soon.

'10- Inexpensively. Bur at stake IS the future of local telephone service chOice In thiS natton.

Tceetner. TCe and ATST ~ave embarked ",pon a telecommu'l'Cal'Ons .• naertaklng Without equal In modem times.

'Jor coule ATST have chosen a better partner No other compan" ''1 the nations telecommunications Industry IS better

c'c:.Jared or [rore capable thar TCe to compete ana lead such an undertaking 'rom my diSCUSSions With the leade's of

;'-S- I know that our abrllty to adapt and succeed against powerlJ corrpetltors was among the most valuable assets

I' cnearness IS measured by the magnltuae of the challe~,ae we tac( ''len TCe IS Indeed fortunate But what sustained

" ,~,oS3 dnd what continues to ,"spire our confidence aooJI the GTea' 'ask t~J: lies a.~ead IS the SPlllt and character of

-== '. rr,ar,agers and associates. from the beginning they set us apa't T ,aay lney are unmatched.

\D ... tcgetner With ATU. we are forging an unDeatable CO""OI~at,G' Togetner. as ATST saw. and as our competitors

'ealize tne opportunity IS ours and the truth IS In lhe song lyTIC "A~, ~o s:oPpln' us now

,,-

/~::7-!- .~j?~~__
Robert AnnunZiata

Cnomr,an. PreSident and CEO
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Their legacy, though, endures to this day as the foundation of TCC,

At a time, early In ItS corporate life when TCC was seeking to defme Itselj

and Its position "1 the market. those vigorous men and women helped shape our

C;;' ::'J::

_:~".~ (VCEs)

corporate character by adhenng to the basIc principles that we still uphold today

Respect for the mdlvldual. teamwork, excellence In service. commitment and mtegrity

Those fundamental prinCiples are the "headware" for TCG and the complement to the more tangible

hardware and software that IS today's Tce We call the'" our ACTION PrinciPles, and they embody the spirit behind

TCG's dedication to never-ending Improvemert ard sucer:or customer service.

ACTION IS no hollow or empty slogan Our comrrl~men~ to Our customers IS real and distinguishes TCG In the

marketplace. And we support !nat commlr"r'e" t"r ~C' ':G, advanceolccal telecommunications Injrastructure

Wherever they are, TCCs manage's and aSlCClares ar "',V uccn an unequaled "hardware" Infrastructure oj fiber

OptiCS, advanced digital SWitches. mult,clexer; "rc o'c"doanCl Wifeless systems for TCC's network operations, while

sophisticated 'software" dflves TCGs innovative ar-Cl aD ,arced Operations Support Systems (055) that prOVide our

Jnsurpassed customer care and cont'ol ou- ne',,'o'"'

Collectively TCG's "headwd'e ha'dware MC SCtlwd'f' l'lderpln TCG's ability to be "Adept at AdaPting' - to

adjUst. cnange and react sWlftl'. ro Clevelop...,u'ts ", '~D ma·ketplace. an::: cnanges In the regUlatory. technology ana

bUSiness envlfonments



'lel,eve tna1 right f'om the verv becl'flnlrc;

'c,]cmenl and the SPirit of tne people whe

,,"'~ges, as have aillhose TeG managers ano

'e!ecnone service competition,'(., ..., ..

"SJ~ JOhn Thomson, Marra Terranova-Eva~:

','d I:~:- keiser and Den Helms, among other: - are

,c' ~s"e ~oV(';'J" T:)'C thar 3,000 employees, we have experienced the

Ir:[,;0l'10 -1CW,,'-; O' ""'C" W": "as co-fou'1der with me of Tee
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To Our Shareholders. Friends, Managers and Associates:

Fifteen years ago, Teleport Communications Group Introduced an unprecedented vision of local telephone service. It was

called competition.

Our premise was simple: Give customers what they need, when they need it. If we offered more responsive. customer

focused service. state-of-the-art technology and more cost-effective pTicing. we were convinced that we could

successfully challenge the entrenched local telephone monopolies.

Iguess we were right. TCG today serves 65 major markets nationwide and we've announced plans to acqUire two

additional companies that. when completed. will give us operations in 83 markets plus Canada, the United Kingdom and

Germany. As we expand. we bring to more consumers an array of high quality voice. enhanced data. Internet and long

distance services unmatched by any other competitive local telecommunications company.

Our financial results parallel our growth In services and new markets. Revenues and EBITDA (earnings oefore Interest.

taxes, depreCiation and amcr1lZatlon) have grown consistently. For 1997, TCG revenues were $494.3 -nillion. an Increase of

S210.9 million -74 percent above 1996 pro forma results while Recurring EBITDA* rose to 9.1 percent of revenues - more

than double 1996 pro forma results.

These numbers validate our success. More than that. the achievements they stand for say a great deal about our cor-

porate character. In 1983, TCG was a new and fragile enterpnse With an uncertain future. We faced many obstacles as we

strove to provide superior customer service. Introduce new products and services, push critical regulatory Initiatives,

make the right acqUisitions and aeploy advanced techllologv Through its Vision. focus. resources a'1d speed. however.

TCG hurdled the oalllers and In the process transformed the telecommunications industry

Now the momemum of that transformation 's accelerating

On January 8. 1998. TCG and AH.T agreed to merge In a stock-for-stock transaction that. at the close of bUSiness that

dav. valued TCG at more than $12 billion. We exoec' 10 'cceve the necessary governmental approvals and conclude the

merger iater thiS year. Therefore. thiS IS my last Chatrrrar s Letter as the head of TCG.

So. It IS only fitting that I now take thiS opportu."t, '0 acknowledge the contributions of so many who were

Instrumental In achieVing tne success that TCG er,ovs t:)OdV Includmg Our people. our p"nClpdl mvestors

(Tele-CommunlCatlons. Inc Cox Communications drd '=omcast CorporatIOn). our publiC shareholders and lenders. and

the vendors who created the electroniCS ana eaul08ec (lur nplwork to serve our customers

It all began In 1983 when Merrrii Lvnch and Western lj'lIon Invested SI8 million in a startup venture called Teleport

Communications to Improve New York C,tV' s telecommYlcaLons Infrastructure. No one at that time could have guaranteed

the success of that Investment. NOr coula anyone have p'edlctea With much more certainty the outcome in 1992 when our

cable teleVISion company investors took over frorr Me"!. Lynch (which had acqUired Western Union's stake). and began to

funa our ambitiOUS growth and expanSion plans wl'n an Investment that would amount to more than S750 million

Frnally. the publiC. like our private rnvestotS "as g;'/er an opportunity to express its confidence In our VISion when

we launched our Initial PubliC Offellng on lune 27.1996 On that day. TCG successfully raised more than SI.3 billion In

debt and equity

• Recunrng EBITDA (EBITDA pllor to a one-time chatge ter m-process research and development of $22 million)
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Pro forma jor the

TCG Reorganization

Years Ended December 3'.
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$ 494,304

44.887
1,873,083
2,456,301

3,059

~MPLOVEE~,
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Results of operations and Other Data:

SUPPLEMENTAL DATA

Years Ended December 3'.

Revenues
EBITDA(I)

Fixed assets - at cost
Total assets
Employees

-------------~-------- -
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